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ABSTRACT 
 
 
This study is to analyse the strategy in expansion international business for telecommunication state 
owned enterprise from developing country and to examine the impact on digital leadership and 
innovation at the telecommunication state owned enterprise in Indonesia in international business 
expansion. A state owned enterprises are required to balance between its function as agent of 
development and profitability and to balance the risk and growth. The study is conducted by cross 
sectional quantitative method in 2017. The unit of analysis is a telecommunication state-owned firm in 
Indonesia with management of these firms as the observation unit. The sample is taken as many as 100 
respondents and it combined with Study case of Telkom Indonesia International on 3 case study which 
are organic organisation based on Mobile Network Operation investment in Timor Leste, Alliances 
based on case of Mobile Virtual Network Operator in Malaysia, and joint venture based on case of 
Business Process Outsourcing in Australia. The digital leadership and innovation are the important 
effect to sustain the international business either through organic organization, alliances and 
acquisition. This research has implications for both the management of telecommunication firm in Indonesia 
in maintaining and improving international business expansion, especially for state owned enterprises and 
any further research. 
Type of Paper: Empirical 
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__________________________________________________________________________________	
1. Introduction 
Globalization and digital disruptive require the telco company to reinventing their 
strategy in expanding the business to become global. Telecommunication company has the 
position advantages due to their network expansion could cover the overseas network. 
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However, the big challenges for state owned enterprise from developing country to expand 
the international business are how the State Owned enterprise could use the position 
advantages using their own telecommunication network to exploit and explore the business 
opportunity and to speed up the penetration. Since the State Owned enterprise has unique task 
that not only focus on commercial but also part of development agent, therefore the balancing 
between the opportunity and risk is required. Digital disruptive required the ability of the 
digital leadership capability that consists of digital attitude and leadership skill (Rudito & 
Sinaga, 2017). The key factors of the change in digital business are how the leader based on 
the cognitive decision could organize the resources to achieve the firm objective (Tripsas & 
Gavetti, 2000). In the response of change in digital disruptive, the incumbent firm reinventing 
the strategy and action such as collaboration strategy (Sandstrom et.al, 2009), upstream and 
downstream innovation (Adner and Kapoor, 2010), and application set capabilities (Sosa, 
2009). However, the research on the impact of digital leadership and innovation especially 
for telecommunication state owned enterprise from developing country in international 
expansion was rare since the unique position of state owned enterprise and nature of 
telecommunication business. 
             Given the foundation of the digital leader and innovation, the study aims to analyse 
the strategy in expansion international business for telecommunication state owned enterprise 
from developing country to answer the following questions: (1) What is the effect of digital 
leadership and innovation to sustainable competitive advantage for telecommunication state 
owned enterprises? (2) what is the alternative strategy for business international expansion in 
term of build organic capability, alliances and acquisition, and (3) what is the right model for 
state owned enterprise from developing country in international business expansion. This 
paper will present the literature review, methodology, empirical result & business case and 
discussion.  
2. Literature Review 
2.1. Digital Leadership 
Rudito (2017) defines the characteristics of digital leadership consists of technology 
leadership, digital visioning and digital execution. Pearl Zhu (2015) defines the criteria of 
digital leadership consist of 5 characteristics: (1) thought leader, since the competition 
become tight and hyper, hence it requires the leader who has tough capability. (2) creative 
leader, digital technology brings new business model and provide borderless impact to the 
innovation. Innovation become the key and requires the creativity and innovation mind-set to 
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formulate the future idea into reality of business (3) Global Visionary Leader, a digital leader 
has the ability to provide direction and to become an orchestra in transforming the digital 
business transformation. (4) Inquisitive Leader, with the complex and dynamic ecosystem 
due to Volatility, Uncertainty, Complexity & Ambiguity (VUCA) factors, the digital leader 
requires to have the learning capability and digital capability. (5). Profound Leader, the 
digital leader has the knowledge and understand in depth in terms of policy due to internet 
and digital connection and everybody has the capability to access and analyse information 
comprehensively, it could profound the knowledge.   
2.2. Innovation 
Christensen and Bower (1996) argue that although incumbents have innovation 
capabilities, they fail to sustain business when disruptive technologies emerge due to resource 
allocation and organization, and the process of innovation is not appropriately allocated to the 
target of customers. Tidd and Bessant (2013) argue that innovation is generally driven by the 
ability to see relationships, opportunities and take advantage of those opportunities. 
Companies that get their market share and increase their profitability are innovative. Based 
on his opinion, innovation capability including: Product innovation - changes in the things 
(products/services) that an organization offers; Process innovation - changes in the ways in 
which they are created and delivered; Position innovation - changes in the context in which 
the products/services are introduced; and Paradigm innovation - changes in the underlying 
mental models which frame what the organization does.  
2.3. Sustainable Competitive Advantage 
The concept of competitive advantage can be defined into resources based cview 
according to Barney (1991) and industrial organization, outside environment based on Porter 
(1980, 1985). In term of resources base view, the competitive advantage can be built by 
strengthening internal capabilities and building weaknesses (Hofer and Schender 1978), and 
the capability of core competences as a bundle of skill and technological capabilities 
(Prahalad and Hamel,1994). Barney (1991) defines sustainable competitive advantage as the 
implementation of value creation strategies that are not simultaneously implemented with 
competitors, and competitors are not able to imitate in the long run.  Meanwhile, Khorakian 
& Salehi (2015) developed a model that demonstrates the key components covering five 
major enablers (leadership, innovation strategies, people, partnerships and resources, and 
innovation processes) as a set of innovations. Bharadwaj (1993) examines the differentiator 
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of organizational resources and skills in the context of sustainable competitive advantage in 
service industries and moderators of the impact of service characteristics, service industries 
and enterprises where innovation has a positive and significant impact on sustainable 
competitive advantage. 
3. Research Methodology 
This Study use quantitative and qualitative method concurrently. The Data is collected 
from questioner of 100 Senior Leader of Telkom Indonesia International, where to perform 
statistical tests used Partial Least Square (PLS) method and also interview with senior leader 
of related footprint: MNO in Timor Leste, MVNO in Telkom Malaysia and Business Process 
Outsourcing in Telkom Australia focus on the effect of digital leadership and innovation. 
4. Results and Findings 
4.1. Results of Model Analysis Using PLS 
4.1.1 Evaluation of Measurement Model (Outer Model) 
The evaluation of PLS measurement model is done by using SmartPLS program. The 
analysis of outer model specifies the relationship between latent variables and their indicators 
or defines how each indicator relates to its latent variables. Tests performed on outer models: 
1. Composite Reliability that over 0.7 considered as highly reliable. 
2. Average Variance Extracted (AVE), expected to be more than 0.5. 
3. Cronbach Alpha. Reliability test result is expected to have value of more than 0.6. 
Tabel 1. AVE, Composite Reliability dan Cronbach Alpha 
Constructs	 AVE Composite 
Reliability 
Cronbachs 
Alpha 
Digital Leadership 0,893 0,978 0,881 
Innovation Management 0,775 0,965 0,958 
Sustainable comp. advantage 0,815 0,964 0,955 
													Source:SmartPLS	2.0 
As the Table 1 shown that AVE value > 0.5, Cronbach Alpha > 0.6 and Composite 
Reliability > 0.7, then the research variables are considered to have good reliability. 
4.1.2 Evaluation of Structural Model (Inner Model) 
The evaluation of inner model can be done through assessing the value of R2, Q2 and GoF. 
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Tabel 3. Inner Model Evaluation 
 
R Square Q2 GOF 
Digital Leadership   
0,843 0,886 Innovation Management   
Sustainable comp. advantage 0,843 
 
There are three criteria for GoF (Nunnaly, 1994), which are: (1) small, when the value 
is below 0.1, (2) medium, when the value is between 0.1 to 0.25, and (3) large, when the 
value is greater than 0.38. As presented in the Table 3, it is shown that all the values are 
greater than 0.38, therefore it is indicated that model formed is robust,  
Based on the research framework, then obtained a structural model: 
η= 0.287x1+ 0.683x2 + z1 
Where: η =SCA , x1= Digital Leadership,  x2 = Innovation management, z1   =Residual 
4.2 Hypothesis Testing 
Below is the result of hypothesis testing both simultaneously and partially. 
Table 3 Simultaneous Testing of Hypothesis  
Hypothesis R2 F  Conclusion 
Digital Leadership and Innovation 
Management 
-> Sustainable Competitive Adv 
0.843 261,09* Hypothesis accepted 
* significant at a=0.05  (F table =3,09) 
Based on the Table 3, it is known that within the degree of confidence of 95% (a=0.05), 
simultaneously there is the influence of Digital Leadership and Innovation Capability to 
Sustainable Competitive Adv amounted to 84,3%, while the rest of 15,7% is affected by others.   
Table	4		Partial	Testing	of	Hypothesis	
Hypothesis	 g	 SE(g)	 t		 R2	 Conclusion	
Digital Leadership-> 
Sustainable Competitive Adv 0,287 0,066 4,353* 0,229	 Hypothesis	accepted	
Innovation Management -> 
Sustainable Competitive Adv 0,683 0,062 10,995* 0,614	 Hypothesis	accepted	
 * significant at a=0.05  (t table =1.985) 
It show that partially, Digital Leadership and Innovation Capability influential significantly to 
Sustainable Competitive Adv, which is Innovation Capability has a greater influence  
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Figure 1 Research Finding 
The research findings show that digital leadership and innovation management significantly 
influence Sustainable Competitive Advantage either simultaneously or partially. In partial, 
Innovation management has greater influence than digital leadership. In the management of 
innovation found that process innovation plays a higher role than position innovation, product 
innovation, and paradigm innovation. While Global vision is an aspect of digital leadership that has 
the highest role in influencing the company's efforts to sustain future business. Hence these findings 
support Petrick et al. (1999) who explains the framework for practical management in maintaining 
sustainable competitive advantage with global leadership capability, executive responsibility for 
global reputation, and global awards that positively impact sustainable competitive advantage. 
Furthermore, the qualitative analysis from interviews increases the validity of study. The 
Evidence that support of the finding was explained by the interview from Timor Leste, Hongkong 
and Australia that use different market expansion method. The growth of Timor Leste market was 
not driven from legacy, which is voice and SMS, but was mostly driven from internet access and 
enterprises solution in term of digital capability. Similar case like in Hongkong, where voice and 
sms was become commodities, therefore the growth come from the internet and digital business. 
Quite different with case of BPO Australia due to the late to response the transformation to become 
a digital company impact to 50% of existing customer churn. But with the digital leadership and 
innovation capability, this company could transform to become digital company and it could catch 
up the growth. Another interesting finding during the interview that the digital leadership and 
innovation in a state owned enterprise could differentiate with competitor and mitigate the risk from 
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losing opportunity to grab market to compete with other overseas product, therefore Telkom could 
expand the domestic market into international by optimize the benefit position of 
Telecommunication business. The strong digital leadership potentially lead to collaborative 
cooperation and form part of facilitate exploitation and exploration of international 
opportunities to drive the innovation capability and sustaining the competitive advantage 
These findings are in line with Bharadwaj's (1993) that explains the framework for examining 
organizational resources and organizational differences in the context of sustainable competitive 
advantage in the service industry.	 	  
4.3.  International Expansion for Telecommunication State-Owned Enterprise 
The Globalization was defined by Thomas Friedman in his book ‘The World is Flat”, to 
become borderless in 21st century, hence the company could operate borderless across the country 
Digital disruptive innovation through Internet and mobility has the advantage in international 
business expansion compare to other industry, since the network could penetrate into global 
network connecting any countries.  
However, in many countries, especially in developing country like in Indonesia, 
Government hold majority share in state-owned Enterprise. This research found the methods that is 
used by Telecommunications State-Owned Enterprise in penetrating to global market through 3 
different schemes: organic scheme through acquiring new license, and expanding their existing 
business, alliances with local strategic partners, and joint venture through acquiring share of 
company. Moreover, In expanding of international business Indonesia state owned enterprises, 
known TELKOM use development strategy called MPT (Money, People, & Traffic). 
4.3.1 Organic Growth through license Acquisition 
International expansion through organic growth mostly due to license acquisition, and 
frequency (Gheysari et al, 2012), the other consideration is financial incentive and human capital 
capability. The benefit of this methods is cheaper and could leverage the existing of intellectual 
capital of the firm. However, this method has constraints in term of time deployment and risk 
associated in term of regulation, competition, culture, etc. we use Telkom in case study when 
penetrate the international market by acquiring the license of Mobile Network Operator in Timor 
Leste market to leverage existing business. 
4.3.2. Strategic Alliance 
Sandsroms (2014) studied that the fall of the incumbent caused by two things: (1). In the 
case of resource allocation, the incumbent cannot anticipate some heterogeneous that occurs as in 
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the organizational system and leadership is mainly related to incentives and competencies, and (2) 
incumbent unable to anticipate changes occurring in the environment. To anticipate that, Sandroms 
(2009) suggests that incumbents can survive in international expansion through collaboration and 
strategic alliance with local company similar with Wheelen et al. (2015). Cooperative strategy is 
done through the collusion and strategic alliance. Meanwhile, Hitt et all. (2015) explain that the 
company is collaborating with one other companies or more to expand its operations to win the 
competition by leveraging the existing product and the network distribution. The benefit of strategic 
alliances relies on the existing partner capability to speed up market penetration. However, this 
method has weakness in term of control, accountability, leadership and culture (jeffry, 2004). we 
use mobile Virtual Network in Hongkong as a case 
4.3.3.Joint Venture 
Hitt et all. (2015) explain the definition of Joint Venture are where two or more 
companies create a new, legally independent company to share some of its resources and 
capabilities for the development of competitive advantage. In global context, joint venture is 
designed for long term plan. The benefit of this is to minimize the risk of firm in international 
expansion in unknown market. Another benefit of joint venture is the share of resources and 
expertise with partner to synergize the capability to create value. However, this strategy has a 
weakness on the cost of investment may higher and the dispute of the culture and also the 
control.  We use Telkom case on Business process outsourcing for international expansion. 
As the result of interview and the empirical study, it is known that innovation is the 
main factor in realizing sustainable competitive advantage. It is digital leadership that drives 
innovation to become effective. In terms of the type of innovation, whether exploitation or 
exploration, it is suitable to implement the exploitation type of innovation in the areas or 
portfolios that the company is strong at. The right scheme to expand internationally for the 
case where the company has strength is acquiring license in new region by bringing existing 
capability. In the case that the company has no adequate capability, then the exploring type of 
innovation is more suitable, and the right scheme would be alliance and acquisition, since it 
would take a lot of time to develop capability by its own. By implementing alliance and 
acquisition, the risk and uncertainty could also be shared with the partner. Moreover, alliance 
and acquisition would maintain the partner’s strength in accessing local market and interact 
with all stakeholder, where in this case, the company from home country would not have as 
much capability as the local company has. 
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5. Conclusion and Recommendation 
5.1. Conclusion 
The findings of the research support the hypothesis that digital leadership and 
innovation management have an effect on stated owned telecommunication companies in 
penetrating international business and sustainable competitive advantage, where digital 
leadership has a greater role than innovation management. This illustrates to sustain the 
future business, the telecommunication companies today must put some effort on the 
development of innovation management, supported by the development of digital leadership. 
The right model for state owned enterprise from developing country to expand 
internationally is by exploitation type of innovation for the area or portfolio that the company 
has strength, and in the case that the company does not have strength, then exploration type 
of innovation would be more acceptable. 
 
6.2. Recommendation 
The	 results	 of	 this	 study	 are	 expected	 to	 be	 beneficial	 for	 telecommunication	
companies	 in	 this	 expanding	 international	 business	 that	 the	 development	 of	 digital	
leadership	 is	 an	 important	 aspect	 to	 be	 developed,	 supported	 by	 the	 development	 of	
innovation	 management.	 In	 addition,	 the	 findings	 of	 this	 research	 are	 expected	 to	 be	 a	
reference	 for	 further	 research	 on	 aspects	 related	 to	 digital	 disruptive	 phenomenon	 in	
international	expansion	and	how	the	company	to	be	able	to	maintain	its	business	continuity,	
especially	in	companies	engaged	in	the	international	telecommunication	industry,	as	well	as	
in	other	companies	dealing	with	high	technology	industry 
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